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AUDITING STANDARDS BOARD 
Approved Highlights 
September 10-11, 2002 Meeting 
New York, NY 
     
Meeting Attendance  
 





Auston Johnson (September 11, 2002) 
Michael Manspeaker  
Susan Menelaides 
Keith Newton for Marc Scoles 
George Tucker for Al Paulus 
Bruce Webb 
Ray Whittington  








AICPA Staff  
 
Chuck Landes, Director, Audit and Attest Standards 
Susan Jones, Senior Technical Manager, Audit and Attest Standards  
Julie Anne Dilley, Technical Manager, Audit and Attest Standards 
Gretchen Fischbach, Technical Manager, Audit and Attest Standards 
Kim Gibson, Technical Manager, Audit and Attest Standards 
Judith Sherinsky, Technical Manager, Audit and Attest Standards  
 
Observers and Other Participants  
 
Joe Bentz, Grant Thornton LLP 
John Brolly, PricewaterhouseCoopers, LLP 
Ashley Carpentar, International Federation of Accountants Staff 
Robert Dohrer, McGladrey & Pullen, LLP 
George Fritz, Transition Oversight Staff 
Cheryl Hartfield, Practitioner’s Publishing Company 
Richard Jones, Hofstra University 
David Landsittel, Fraud TF Chair 
Howard Meltzer, KPMG, LLP 
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David Noonan, Ernst & Young, LLP 
Esmeralda Rodriguez, Securities and Exchange Commission 
Tania Sergott, Deloitte, LLP 
 
 
II. CHAIR AND STAFF REPORTS  
 
Jim Gerson and Chuck Landes provided updates on the recent Audit Issues Task Force meeting 
and other matters. 
 
 
III. AGENDA ITEMS PRESENTED AT MEETING 
Joint Risk Assessment 
John Fogarty, co-chair, Joint Risk Assessments Task Force (task force), presented for the 
Board’s discussion and comment drafts of the following proposed Statements on Auditing 
Standards (SASs): 
 Amendment to Statement on Auditing Standards No. 95, Generally Accepted Auditing 
Standards, which amends the 2nd and 3rd standards of fieldwork  
 Audit Evidence, which will supersede AU sec. 326, Evidential Matter 
 Audit Risk and Materiality in Conducting an Audit, which will supersede AU sec. 312, Audit 
Risk and Materiality in Conducting an Audit 
 Planning and Supervision, which will supersede AU secs. 310, Appointment of the 
Independent Auditor and 311, Planning and Supervision 
 Understanding the Entity and Its Environment and Assessing the Risk of Material 
Misstatement (Assessing Risk) 
 The Auditor’s Procedures in Response to Assessed Risks (Auditor’s Procedures), which 
together with Assessing Risk will supersede AU sec. 319, Consideration of Internal Control 
in a Financial Statement Audit 
 Amendment to Statement on Auditing Standards No. 39, Audit Sampling 
The proposed SASs Audit Evidence, Assessing Risk, and Auditor’s Procedures are based on 
proposed International Standards on Auditing (ISAs) that will be discussed at the International 
Auditing and Assurance Standards Board (IAASB) meeting on September 23-27. The IAASB 
will be asked to vote the proposed ISAs for exposure at that meeting. 
ASB members raised no fundamental issues with the documents that were reviewed. The 
following were among the ASB members’ recommendations to improve the proposed guidance:  
 Retain the terminology “competent” rather than “appropriate” to describe “sufficient 
competent audit evidence” 
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 Add “transparency” as an assertion in the “presentation and disclosure” category of 
assertions 
 Incorporate the graphic on internal control into the Assessing Risk document from SAS No. 
55, as amended, Consideration of Internal Control in a Financial Statement Audit (AICPA, 
Professional Standards, vol. 1, AU sec. 319) 
 Move the guidance from the Appendix of SAS No. 39, Audit Sampling (AICPA, Professional 
Standards, vol. 1, AU sec. 350) that discusses the application of the “audit risk” formula into 
the proposed SAS Audit Risk and Materiality rather than into the body of SAS No. 39 
 Incorporate the remaining relevant guidance from SAS No. 45, Substantive Tests Prior to the 
Balance-Sheet Date (AICPA, Professional Standards, vol. 1, AU sec. 313), into the proposed 
SAS Auditor’s Procedures so that SAS No. 45 can be superseded 
 Incorporate the guidance from the four interpretations of SAS No. 47, Audit Risk and 
Materiality in Conducting an Audit, into the proposed SASs so that the interpretations can be 
deleted 
 Conform guidance to the revised fraud document where relevant 
Mr. Fogarty stated that the proposed SASs will be revised and brought to the October ASB 





David Landsittel, chair of the fraud task force (task force) met with the ASB to discuss the 
issuance of a proposed SAS, Consideration of Fraud in a Financial Statement Audit.   
Mr. Landsittel explained that the task force has developed a draft that incorporates proposed 
changes in response to the comment letters and other input and giving effect to the ASB 
discussion on July 23.   
 
The following are the significant issues discussed by the ASB: 
 
 The Risk Assessment Approach.  In response to questions that have arisen regarding the 
specific sequencing of the risk approach presented in the Exposure Draft, in paragraph 3 
the task force has tried to clarify that auditing is a continuous process of gathering, 
updating and analyzing information, and accordingly, the sequencing of the requirements 
and guidance presented in the proposed SAS may be performed differently among audit 
engagements.   
 
Separately, but related, the task force considered whether to incorporate the requirement 
for an initial discussion among the engagement personnel into the “information 
gathering” section (or place it following that section), but concluded to leave the order of 
presentation unchanged. However, the task force did introduce the audit team discussion 
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requirement with an emphasis that such a discussion occurs “in conjunction with the 
information gathering procedures”.  
 
 The Extent and Visibility of Commentary on Professional Skepticism.  Consistent with 
input received from the Transition Oversight Staff (TOS), the task force elaborated upon 
and made more prominent the discussion of the importance of exercising professional 
skepticism.  It now resides as a separate stand-alone section early in the document and 
also as the opening paragraph introducing the requirements for auditor responses to the 
results of the risk assessment. 
 
 Follow-on Discussions among Audit Team Members.  The task force strengthened the 
notion that the discussions among the audit team members should also occur 
subsequently as the audit work is completed. 
 
 The Presumption that Revenue Recognition is a Fraud Risk.  In response to comments 
raised in the comment letters and by TOS, the task force clarified the fact that the auditor 
should ordinarily presume that there is a risk of material misstatement due to fraud 
relating to revenue recognition.   
 
 Emphasis on the need to Incorporate Unpredictability in the Audit Procedures.  
Consistent with input received from TOS, the task force strengthened the need for 
auditors to incorporate an added element of unpredictability in the selection of auditing 
procedures, including the notion of performing substantive tests of selected accounts not 
otherwise tested due to their low risk or immateriality. 
 
 Applicability of the Management Override Procedures. At the direction of the ASB from 
the July 23 discussion, the task force has extended the applicability of the management 
override procedures to encompass all audits.  Previously, the exposure draft provided for 
a limited exemption for certain non-public entities. 
 
After discussion of the proposed SAS, the ASB voted on final issuance of the SAS, 
Consideration of Fraud in a Financial Statement Audit.  
 
 Assent Dissent Absent 
Should the ASB issue as a final 
Statement on Auditing Standards, 
Consideration of Fraud in a Financial 
Statement Audit? 
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